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President Violeta de Chamorro's administration has made substantial strides since 1990 to roll back
state intervention in the Nicaraguan economy. Nevertheless, the World Bank and other multilateral
lending agencies say the government has not gone far enough. Those institutions are conditioning
the disbursement of new funds on government efforts to push forward with privatization of state
firms, and on more aggressive efforts to streamline public administration. During the period of
control by the Sandinista government headed by ex-president Daniel Ortega (1979-1990), the
Nicaraguan economy was drastically altered, with a greatly increased economic role given to the
public sector. Even though the Sandinistas imposed some austerity measures to curb inflation in
1987, President Chamorro inherited an economy in trouble.
Adding to the problems were the costs of the war against the US-backed Contras and the refusal of
multilateral lenders to grant financial aid as long as Sandinista policies were in force. Chamorro's
economic recovery efforts have been aimed at reversing the changes made by the Sandinistas
and attracting international credits. Indeed, reversal of the Sandinista program has been a central
requirement for receiving and maintaining financial aid. To support economic recovery, the
International Monetary Fund (IMF) and other international lending agencies resumed aid in 1991,
supplying loans for a stabilization and adjustment program designed to get the economy on its feet
with reductions in the public sector work force and liberalization of trade and financial practices.
Since then, there have been some notable economic successes, particularly in controlling
hyperinflation, which was brought down from 7,485% in 1990 to 20% in 1992. In 1994, the World
Bank followed up on these efforts with soft loans from its International Development Association
(IDA). The goal is to transform the economy to a market system "capable of sustained growth."
An important requisite for receiving World Bank and similar support is budget reduction through
downsizing of the public sector work force. In October 1994, Chamorro set up a cabinet-level
oversight committee on reform of public administration to make the public sector one that is "small,
strong, efficient, and which acts as a facilitator to the private sector." Over the next five years the
committee will negotiate with 20 ministerial agencies to "modernize" the way public business is
done by training personnel in modern financial, administrative, and information management
techniques.
World Bank requirements for privatizing government functions and reducing the number of public
employees are essentially being met. By the end of 1994, 300 state-owned firms had been privatized,
and the public sector work force had been reduced. According to central bank (Banco Central
de Nicaragua) figures, between 1990 and the end of 1994, the number of state workers dropped
by more than 16%, from 68,153 to 56,786. Nevertheless, last year the World Bank considered the
overall progress of the economy inadequate and blamed the "continuing drag of the public sector."
In June 1994, the World Bank authorized an Economic Recovery Credit (ERC) project to broaden
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the previous round of free-market reforms. The ERC package seeks what the World Bank calls
"labor mobility," which in practice means increased downsizing of the public sector work force
through 1996. Other elements in the project are: * reforms in the banking system; * the complete or
partial privatization of more state- owned enterprises, such as the telecommunications company
(Telecomunicaciones y Correos, Telcor), businesses controlled by the ministry of construction and
transport, and the state-owned oil company; * tariff reduction; and, * preparation of a government
labor policy consistent with the economy's market orientation.
The proposal to partially privatize Telcor is a good example of how external aid has forced hard
choices on the administration. Following requirements set by the World Bank's ERC project, a
bill was introduced in Congress to sell off 40% of the government's shares in Telcor and use the
funds raised through the sale to compensate owners of property confiscated during the period of
Sandinista rule. The bill has been tabled, however, because of a political impasse in the Congress.
Meanwhile, the telephone workers union has raised protests asking why the government is selling
off a business that makes a profit. The union has even been accused of sabotaging telephone service
as a means of pressing home their opposition to the sale. If the Telcor bill does not pass Congress
by June, the World Bank says it will suspend US$220 million in ERC funds still in the pipeline.
Any such action would almost certainly hurt Nicaragua's chances to get additional cancellations
of its nearly US$12 billion foreign debt (see Chronicle, 03/30/95). Delay could also provoke another
round of aid suspension from the US. Under pressure from Senator Jesse Helms (R-NC), the US has
adopted a policy of linking aid to progress on the indemnification of US citizens whose property
was nationalized by the Sandinistas. The Chamorro administration is counting on the Telcor sale to
generate the necessary cash. (Sources: Banco Central de Nicaragua, January 1995; World Bank Public
Information Center, 03/21/95; Nicaragua News Service, 03/19-25/95; Agence France-Presse, 03/01/95,
03/08/95, 03/20/95/, 03/30/95, 04/10/95)
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